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Revenues
Subscriptior
Sales

Total revenue:
Cost of revenues
Subscriptior
Sales

Total cost of revenue

Gross profil

Operating expense
Fulfillment*
Technology and developmer
Marketing*
General and administrative
Stocl-based compensatiol

Total operating expens

Operating income (los

Other income (expense
Interest and other incon
Interest and other expen

Net income (loss
Net income (loss) per shal

Basic
Diluted

Weighted average shares outstand

Basic
Diluted

Netflix, Inc.
Statements of Operations
(unaudited)

(in thousands, except per share data)

* Amortization of stoc-based compensation not included in expense ling

Fulfillment

Technology and developme
Marketing

General and administrati

Total stocl-based compensatic

4

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2002 2003 2002 2003
$ 35,60¢ $63,07: $65,677 $118,35:

752 11€ 1,21( 504
36,36( 63,181 66,88 118,85¢
17,77¢ 35,14¢ 32,651 65,07¢

318 93 59¢ 172
18,09: 35,24 33,25( 65,24¢
18,26¢ 27,94¢ 33,63 53,60¢
4,854 7,221 9,00¢ 13,60¢
3,61¢ 4,12: 6,69¢ 8,30¢
8,054 9,957 15,99: 23,16¢
1,63¢ 2,09:¢ 2,947 4,341
2,432 1,70¢ 3,49: 4,11C
20,49¢ 25,09¢ 38,14( 53,52¢
(2,226  2,84¢ (4,509) 83

27¢ 56C 34¢ 1,141
(11,16 (95 (11,690 (28€)

$(13,115 $ 3,31 $(15,849) $ 93¢
$ (1.2 $ 014 $ (259 $ 0.04
$ (126 $ 011 $ (259 $ 0.02
10,21¢ 23,64¢ 6,132 23,19:¢
10,21¢ 30,81 6,132 30,13¢
$ 27¢ $ 207 $ 40¢ % 54C

79€ 654 1,17(¢ 1,48¢

471 26¢ 64¢ 697

88¢ 574 1,267 1,38¢
$ 2432 $1,70¢ $ 3,49 $ 4,11

See accompanying notes to financial statements.
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Assets

Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Other current asse

Total current asse
DVD library, net
Intangible assets, n
Property and equipment, r
Deposits
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Deferred revenu

Netflix, Inc.
Balance Sheets
(unaudited)
(in thousands, except share and par value data)

Current portion of capital lease obligatic

Total current liabilities
Deferred ren

Capital lease obligations, less current por

Total liabilities
Commitments and contingenci
Stockholder equity:

Common stock, $0.001 par value; 150,000,000 an@o80000 shares authorized at December 31, 200
June 30, 2003, respectively; 22,445,795 and 236988ssued and outstanding at December 31, 2002

and June 30, 2003, respectiv
Additional paic-in capital
Deferred stoc-based compensatic

Accumulated other comprehensive inca

Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to financial statements.

5

As of

December 31 June 30,

2002 2003
$ 59,81« $ 71,22¢
43,79¢ 45,09¢
2,75 2,56¢
30:< 45¢
40¢ 232
107,07! 119,58¢
9,972 17,35:
6,094 4,471
5,62( 6,10¢
1,69( 1,68¢
79 85¢
$ 130,53 $ 150,06
$ 20,35( $ 28,00¢
9,10z 10,29¢
9,74: 12,39¢
1,231 83t
40,42¢ 51,53:
28¢ 271
46( 25€
41,17¢ 52,05¢
22 24
260,06 263,76
(11,707 (8,24%)
774 1,331
(159,80Y) (158,86
89,35¢ 98,00¢
$ 130,53 $ 150,06"
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Netflix, Inc.
Statements of Cash Flows
(unaudited)
(in thousands)

Cash flows from operating activities:
Net income (loss

Adjustments to reconcile net income (loss) to meshcprovided by operating activitie

Depreciation of property and equipmi
Amortization of DVD library
Amortization of intangible asse
Stoclk-based compensation expel
Gain on disposal of DVD
Noncash interest expen
Changes in operating assets and liabilit
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren

Net cash provided by operating activit

Cash flows from investing activities:
Purchases of shi-term investment
Purchases of property and equipm
Acquisitions of DVD library
Proceeds from sale of DVL
Deposits and other assi

Net cash used in investing activiti

Cash flows from financing activities:
Proceeds from issuance of common si
Repurchases of common stc
Principal payments on notes payable and capitaklealigation:

Net cash provided by financing activiti

Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental disclosure
Cash paid for intere:
Noncash investing and financing activiti
Purchase of assets under capital lease oblige

Exchange of Series F n-voting convertible preferred stock for intangibksat

Unrealized gain (loss) on sh-term investment

Conversion of redeemable convertible preferredkstocommon stoc

See accompanying notes to financial statements.

6

Six Months Ended

June 30, June 30,
2002 2003
$(15,849 $ 93¢
2,90t 2,47%
6,90% 16,01
1,52¢ 1,617
3,49 4,11(

(957) (461)
11,31¢ 68
18¢ 20t
(344) 7,65¢
3,27% 1,192
2,12¢ 2,651
29 (17)
14,62 36,44
(42,14) (74%)
(844)  (2,96))
(9,641 (23,436
1,21C 504
9 (779
(51,419 (27,409
86,51°¢ 3,04t
©) —
(16,092 (66€)
70,42( 2,371
33,62¢ 11,41¢
16,13! 59,81«
$ 49,75¢ $71,22¢
$ 37¢ $ 217
$ 58 & —
$ 1318 $ —
$ (107) $ 557
$101,83C $ —
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Netflix, Inc.
Notes to Financial Statements
(in thousands, except per share data)

Basis of Presentation

The accompanying financial statements of Netflic. I(the “Company”) as of June 30, 2003 and forthinee and six months ended June
30, 2002 and 2003 are unaudited and, in the opisfionanagement, include all adjustments, consisiingormal recurring adjustments,
necessary for a fair presentation of the balaneetshresults of operations and cash flows fop#r@ds presented. These financial statements
should be read in conjunction with the auditedriitial statements and related notes included ilCdrapany’s 2002 annual report on Form 10-
K as filed with the Securities and Exchange Comimisen March 31, 2003. Operating results for the¢hand six months ended June 30, 2003
may not be indicative of results for any futureipés.

During the second quarter of 2003, the Company tedioghe fair value recognition provisions of Stagetnof Financial Accounting
Standard (“SFAS”) No. 123 ccounting for Stock-Based Compensatamamended by SFAS No. 148;counting for Stock-Based
Compensation — Transition and Disclosure, an Amendraf FASB Statement No. 128d restated all prior periods presented to reflezt
compensation costs that would have been recoghizédhe fair value recognition provisions of SFA&. N23 been applied to all awards
granted to employees. Please refer to the “Stode8&ompensation” section below for further disicuss

Description of Business

The Company was incorporated on August 29, 199%fition) and began operations on April 14, 199& Tbmpany is an online
subscriptions-based digital video disc (“DVD") rahservice, providing subscribers with access toraprehensive library of titles. For $19.95
a month, subscribers can rent as many DVDs aswhey, with three movies out at a time, and keemtfar as long as they like. There are no
due dates and no late fees. DVDs are deliveredttlire the subscriber’s address by first-classl finam distribution centers throughout the
United States. The Company can reach more tharoha#f subscribers with generally next-day servitee Company also provides
background information on DVD releases, includingicreviews, member reviews and ratings, and @eaized movie recommendations.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principlesuisees management to ma
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements, and the reported amafrresvenues and expenses during the reporting ghefictual results could differ from those
estimates.

Fair Value of Financial I nstruments
The fair value of the Company’s cash, accounts Iplayaccrued expenses, and borrowings approxintagéscarrying value due to their
short maturity or fixed-rate structure.

Cash and Cash Equivalents

The Company considers highly liquid instrumentshatiginal maturities of three months or lesshatdate of purchase, to be cash
equivalents. The Company’s cash and cash equigadeatprincipally on deposit in short-term assehage@ment accounts at two large financial
institutions.

Short-Term | nvestments

Shor-term investments generally mature between threghsand five years from the purchase date. The @osnpas the ability t
convert these short-term investments into cashytrae without penalty. All short-term investmeat® classified as available-for-sale and are
recorded at market value using the specific idieatifon method. Unrealized gains (losses) are ctftbin other comprehensive income (loss)
and accumulated other comprehensive income (loss).
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Netflix, Inc.
Notes to Financial Statements—Continued
(in thousands, except per share data)

All short-term investments are invested in the Maard Short-Term Bond Index Fund — Admiral Sharks (Fund”). The target index fc
the Fund, the Lehman Brothers 1-5 Year Governmenp@ate Bond Index, is comprised of U.S. Treasumy agency securities and
investment-grade corporate bonds with maturitigg/éen one and five years. As of June 30, 2003¢disg unrealized gains and fair market
value of the Company’s short-term investments $&®,765, $1,331 and $45,096, respectively.

Capitalized Software Costs

The Company capitalizes costs related to developiraptaining internal-use software. Capitalizatidrtosts begins after the conceptual
formulation stage has been completed. Capitalinftvare costs are included in property and equigraad amortized over the estimated
useful life of the software, generally one year.

DVD Library

The Company acquires DVDs from studios and distoitsueither via direct purchase or subject to reeesharing agreements. Thi
revenue sharing agreements enable the Companyéim @/ Ds at a lower up front cost than under ttiadial purchase arrangements. The
Company shares a percentage of the actual netuesegenerated by the use of each particular titke tive studios over a fixed period of time,
which is typically 12 months for each DVD title ¢eéafter referred to as the “title term”). At thad of the title term, the Company has the
option of either returning the DVD title to the dio or purchasing the title.

The Company amortizes the cost, less salvage valuts, DVD library on a “sum-of-the-months” accedéed basis over one year.

Under certain revenue sharing agreements, the Qoymeanits an upfront payment to acquire titles fribva studios. This payment
includes a contractually specified initial fixeddnse fee that is capitalized and amortized inraece with the Company’s DVD library
amortization policy. Some payments also includeraractually specified prepayment of future revesliaring obligations that is classified as
prepaid revenue sharing expense and is chargegémse as future revenue sharing obligations artetied.

Several studios permit the Company to sell used BUpon the expiration of the title term. For th&8£Ds that the Company estimate
will sell at the end of the title term, a salvagdue of $2.00 per DVD is provided. For those DVDattthe Company does not expect to sell, no
salvage value is provided. As of December 31, 2062June 30, 2003, the salvage values of $929 B383 respectively, were included in
DVD library in the accompanying financial statensent

DVD library and accumulated amortization consistéthe following:

As of

December 31, 20C June 30, 200

DVD library $ 58,79t $ 82,18¢
Less accumulated amortizati (48,829 (64,839
DVD library, net $ 9,97 $ 17,35!

I ntangible Assets

During 2000, in connection with revenue sharingeagrents with three studios, the Company agreesste ieach studio an equity inte
equal to 1.204% of the Company’s fully diluted e@g@iecurities outstanding in the form of SeriesdhN/oting Convertible Preferred Stock
(“Series F Preferred Stock”). In 2001, in connettigth revenue sharing agreements with two additictudios, the Company agreed to issue
each studio an equity interest equal to 1.204%®1Qompany’s fully diluted equity securities outstimg in the form of Series F Preferred
Stock.

The Company’s obligation to maintain the studiaglligy interests at 6.02% of the Company’s fullyutiéld equity securities outstanding
terminated immediately prior to its initial publdfering. The studios’ Series F Preferred Stoclomatically converted into 1,596 shares of
common stock upon the closing of the Company’saihjtublic offering.

8
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Netflix, Inc.
Notes to Financial Statements—Continued
(in thousands, except per share data)

The Company measured the original issuances andursequent adjustments using the fair value ofd¢lerities at the issuance and
subsequent adjustment dates. The fair value wasded as an intangible asset and is amortizeddbofsubscription revenues ratably over
three to five-year terms of the agreements.

During 2001, in connection with a strategic manmkgtalliance agreement, the Company issued 416 sbéferies F Preferred Stock.
These shares automatically converted into 139 shafreommon stock upon the closing of the Compamytil public offering. Under the
agreement, the strategic partner has committedoidige, on a best-efforts basis, a stipulated nurobanpressions to a co-branded website
and the Company’s website over a period of 24 nwrithaddition, the Company is allowed to use taener's trademark and logo in
marketing the Company’s subscription services. Company recognized the fair value of these instntsas an intangible asset with a
corresponding credit to additional paid-in capifdie intangible asset is amortized on a straigtg-tiasis to marketing expense over the two-
year term of the strategic marketing alliar

Intangible assets and accumulated amortizationisteasof the following:

As of

December 31, 20C June 30, 200

Studio intangible: $ 11,52¢ $ 11,52¢
Strategic marketing alliance intangib 41€ 41€

11,94« 11,94«
Less accumulated amortizati (5,850 (7,467)
Intangible assets, n $ 6,094 $ 4,47

Property and Equipment

Property and equipment are carried at cost leasnaglated depreciation. Depreciation is calculatgidgithe straightine method over tr
shorter of the estimated useful lives of the reBpe@ssets, generally up to three years, or tgeléerm, if applicable.
Revenue Recognition

Subscription revenues are recognized ratably dweaw subscribes’monthly subscription period. Refunds to custoraeesrecorded as
reduction of revenues or deferred revenue, as appte. Revenues from sales of DVDs are recordeh spipment.
Cost of Revenues

Cost of subscription revenues consists of revehaérgy costs, amortization of the DVD library, atigation of intangible assets relat
to equity instruments issued to studios, and pestengl packaging costs related to DVDs providedaiorm subscribers. Cost of DVD sales
includes the salvage value of used DVDs that h@enlsold. Revenue sharing expense is recorded Bs Bibject to revenue sharing
agreements are shipped to subscribers.

Fulfillment
Fulfillment costs represent those costs incurregp@rating and staffing the Compi' s fulfillment and customer service centers, inahg
costs attributable to receiving, inspecting, andelvausing the Company’s DVD library. Fulfilmentsts also include credit card fees.

Technology and Devel opment

Technology and development costs consist of pagrallrelated costs incurred related to testingntaaiing, and modifying th
Company’s website, recommendation software, aneratiternal-use software systems. Technology amdldpment costs also include
depreciation on the computer hardware and captloftware the Company uses to run its websitestord data.

9
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Netflix, Inc.
Notes to Financial Statements—Continued
(in thousands, except per share data)

Marketing

Marketing consists of payroll and related costsgeatising, public relations, payments to marketffijiates who drive subscriber traffic
to the Company’s website, and other costs relatguidmotional activities including revenue-sharpayments, postage and packaging, and
DVD library amortization related to free trial pedss. The Company expenses these costs as incurred.

Stock-Based Compensation

Prior to the second quarter of 2003, the Compangwatted for its stock-based employee compensatarspsing the intrinsic-value
method of accounting under Accounting PrinciplesuBioOpinion No. 25Accounting for Stock Issued to Employéasferred stock-based
compensation expense was recorded if, on the datent, the current market value of the underlhstack exceeded the exercise price.
Deferred compensation resulting from repriced aptizvas calculated pursuant to Financial Accourfitemdard Board (“FASB”)
Interpretation No. 44Accounting for Certain Transactions involving St@dmpensation

During the second quarter of 2003, the Company tedojhie fair value recognition provisions of SFA8. 23, as amended by SFAS
148, for stock-based employee compensation. Thep@oynelected to apply the retroactive restatemethad under SFAS No. 148 and all
prior periods presented have been restated tatéfie compensation costs that would have beemgnéoed had the fair value recognition
provisions of SFAS No. 123 been applied to all alsagranted to employees.

The following table presents a reconciliation aéaously reported net loss to restated net losghifirst quarter of 2003 and the four
quarters of 2002:

Three Months Ended

March 31, June 30, September 3C December 31 March 31,
2002 2002 2002 2002 2003
Net loss, as previously report $ (4,508 $(13,429$ (1,69 $ (2,319 $ (4,52)
Add back: compensation expense included in preljaeported net
loss 2,84( 2,74¢ 1,467 2,77¢ 4,55
Deduct: compensation expense determined undeathealue
method of SFAS No. 12 (2,067 (2,437) (2,622) (2,719 (2,406
Net loss, as restatt $ (2,729 $(13,11H$ (2,850 $ (2,259 $ (2,37
Basic and diluted net loss per sh
As previously reporte $ (220 $ (13D % (0.0 $ (010 $ (0.20
As restater $ (1.39) $ (129 3% (0.19) $ (010 $ (0.10

Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramgnized by applying enact
statutory tax rates applicable to future yearsiffer@nces between the financial statement carrgimgunts of existing assets and liabilities and
their respective tax bases and operating lossandredit carryforwards. The effect on deferreddasets and liabilities of a change in tax rates
is recognized in income in the period that incluthesenactment date. The measurement of deferxeastaets is reduced, if necessary, by a
valuation allowance for any tax benefits for whfature realization is uncertain.

Net Income (Loss) Per Share

Basic net income (loss) per share is computed ubmgveighte-average number of outstanding shares of commoik,stacluding
common stock subject to repurchase, during thegebiluted net income (loss) per share is computgdg the weighted-average number of
outstanding shares of common stock and, when d@ufiotential common shares outstanding duringpéned. Potential common shares
consist of incremental shares issuable upon theiseeof stock options and warrants to purchasentomstock using the treasury stock
method.

10
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Netflix, Inc.
Notes to Financial Statements—Continued
(in thousands, except per share data)

The following table sets forth the computation asie and diluted net income (loss) per share:

Three Months Ended

Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200
Numerator:
Net income (loss $ (13,11 $ 3,31 $ (15,849 $ 93¢
Denominator
Weightec-average share- basic 10,21¢ 23,64¢ 6,132 23,19:
Effect of dilutive potential common shart
Warrants — 4,751 — 4,59
Employee stock optior — 2,41 — 2,34¢
Weightec-average share- diluted 10,21¢ 30,81 6,132 30,13¢
Net income (loss) per shal
Basic $ (1.2 % 0.1¢ $ (25¢) $ 0.0¢4
Diluted $ (@2 % 0.11 $ (259 $ 0.0

For the three and six months ended June 30, 2083amts and employee stock options with exercigepigreater than the average
market price of the common shares were excluded fhe diluted calculation as their inclusion wobhbive been antiilutive. For the three ar
six months ended June 30, 2002, all warrants amglog®e stock options have been excluded from thetedi calculation because the Company

was in a net loss position.

The following table summarizes the items excludedhfthe diluted calculation:

Three Months Ended

Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200
Warrants 6,922 33 6,97( 63
Employee stock optior 4,33¢ 44 4,318 34

Comprehensive Income (L0ss)

The Company’s comprehensive income (loss) consfstet income (loss) and unrealized gains (losses)vailable-for-sale investments.
The balances in accumulated other comprehensiveniaconsist of accumulated net unrealized gairevailable-for-sale investments.

The components of comprehensive income (loss)safellaws:

Three Months Ended

Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200

Net income (loss $ (13,11 $ 3,31 $ (15,849 $ 93¢
Other comprehensive income (los

Unrealized gains (losses) on availe-for-sale investments, n (207) 42¢ (107) 557

Comprehensive income (los $ (13,22) $ 3,74 $ (15,95) $ 1,49t

Segment Reporting

The Company is an online subscriptions-based D\fifateservice and is organized in a single operagggment for purposes of making
operating decisions and assessing performancecoragemce with SFAS No. 13Djsclosures about Segments of an Enterprise anatébl
Information. The Compan's Chief Executive Officer, who is the chief opangtdecision maker as defined in SFAS No. 131, extal



performance, makes operating decisions, and aflegasources based on financial data consisteimthétpresentation in the
accompanying financial statements.

11
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Netflix, Inc.
Notes to Financial Statements—Continued
(in thousands, except per share data)

Recently I ssued Accounting Standards

In November 2002, the Emerging Issues Task FofeEl ") reached a consensus on Issue 02At8punting by a Reseller for Cash
Consideration Received from a Vendaddressing the accounting of cash consideratiogived by a customer from a vendor, including
vendor rebates and refunds. The consensus statesotisideration received should be presumed torbduction of the prices of the vendor’s
products or services and should therefore be stamnanreduction of cost of sales in the income stae of the customer. The presumption
could be overcome if the vendor receives an idiahlié benefit in exchange for the consideratiotherconsideration represents a
reimbursement of a specific incremental identifgatbst incurred by the customer in selling the eelsdoroduct or service. If one of these
conditions is met, the cash consideration shouldhagacterized as a reduction of those costs imtieme statement of the customer. The
consensus also concludes that if rebates or reftemdbe reasonably estimated, such rebates orde&hould be recognized as a reduction of
the cost of sales based on a systematic and rhiloeation of the consideration to be receivddtiee to the transactions that mark the
progress of the customer towards earning the refvaefund. The provisions of this consensus aterpected to have a material effect on the
Company'’s financial position or operating results.

In November 2002, the EITF reached a consensussue I00-21Revenue Arrangements with Multiple Deliverabladdressing how to
account for arrangements that involve the deliarperformance of multiple products, services, andfghts to use assets. Revenue
arrangements with multiple deliverables are divid#d separate units of accounting if the delivégalin the arrangement meet the following
criteria: (1) the delivered item has value to thetomer on a standalone basis; (2) there is obgatid reliable evidence of the fair value of
undelivered items; and (3) delivery of any undeidkitem is probable. Arrangement consideratiorukhbe allocated among the separate (
of accounting based on their relative fair valweigh the amount allocated to the delivered itermbdimited to the amount that is not
contingent on the delivery of additional items ageating other specified performance conditions. flited consensus will be applicable to
agreements entered into in fiscal periods beginaftey June 15, 2003, with early adoption permitite provisions of this consensus are not
expected to have a material effect on the Compdmeasicial position or operating results.

In January 2003, the FASB issued Interpretation4oConsolidation of Variable Interest Entities, andrretation of ARB No. 51This
Interpretation addresses the consolidation by lessienterprises of variable interest entities inetbin the Interpretation. The Interpretation
applies immediately to variable interests in vadgdhterest entities created after January 31, 2B6Bpublic enterprises with a variable interest
in a variable interest entity created before Fetyrda2003, the Interpretation is applied to theegorise no later than the beginning of the first
interim or annual reporting period beginning aftane 15, 2003. The application of this Interpretats not expected to have a material effect
on the Company’s financial statements.

In April 2003, the FASB issued SFAS No. 148nendment of Statement 133 on Derivative Instrusreamd Hedging Activitiesyhich
amends and clarifies accounting for derivativerinsients, including certain derivative instrumentgedded in other contracts and for hedg
activities under SFAS No. 138ccounting for Derivative Instruments and Hedgirgivities. SFAS No. 149 is generally effective for
derivative instruments, including derivative instrents embedded in certain contracts, entered imaodified after June 30, 2003, and for
hedging relationships designated after June 303.2DBe Company does not expect the adoption of SNASL49 to have a material impact on
its operating results or financial condition.

In May 2003, the FASB issued SFAS No. 1B8¢counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity, which provides guidance for how an issuer cléssiind measures certain financial instruments gfitiracteristics of both liabilities
and equity. SFAS No. 150 is effective for finandredtruments entered into or modified after May 2003, and otherwise is effective at the
beginning of the first interim period beginningeaflune 15, 2003. The Company does not expectihigian of SFAS No. 150 to have a
material impact on its operating results or finahcondition.

12
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Item 2 . Management’s Discussion and Analysis of Financi&ondition and Results of Operations
Forward-Looking Statements

This quarterly report on Form 10-Q contains cerfamvard-looking statements within the meaninghef federal securities laws,
including statements regarding our subscriber gnpadst of subscription revenues, gross margifijlfaént, technology and development,
marketing, and general and administrative expersesell as subscriber acquisition cost and charrhe third quarter of 2003. These
statements are subject to risks and uncertairftagscbuld cause actual results and events to diffeluding: our ability to manage our growth,
in particular managing our subscriber acquisitioat@s well as the mix between revenue sharirggtithd titles not subject to revenue sharing
that are delivered to our subscribers; our abibttattract new subscribers and retain existing &ilisrs; competition; fluctuations in subscriber
usage of our service, consumer spending on DVDeptayDVDs and related products; deterioration eflihmited States economy or conditions
specific to online commerce or the filmed enter@@mt industry; conditions that affect our delivémyough the United States Postal Service,
including increases in postage; increases in teesarf acquiring DVDs; and widespread consumer tolopf different modes of viewing in-
home filmed entertainment. A detailed discussiothebe and other risks and uncertainties that craude actual results and events to differ
materially from such forward-looking statementgiduded as part of our annual report on Form 1fild¢l with the Securities and Exchange
Commission on March 31, 2003.

We undertake no obligation to revise or publicllease the results of any revision to any forwamking statements contained in this
quarterly report on Form 10-Q, or to explain whyuat results differ.

Overview

We are the largest online entertainment subscriérvice in the United States providing more thd7,000 subscribers access to a
comprehensive library of more than 15,000 movieyvision, and other filmed entertainment titlesr®tandard subscription plan allows
subscribers to have three titles out at the same with no due dates, late fees or shipping chaiae®l9.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelect titles at our website (www.netflix.com)edidoy our proprietary recommendation
service, receive them on DVD by first-class maill aeturn them to us at their convenience usingpogpaid mailers. Once a title has been
returned, we mail the next available title in astriber’'s queue. For a more detailed discussiayuobusiness and the risks and uncertainties
associated with it, please refer to our annualntspo Form 10-K filed with the Securities and Exeba Commission on March 31, 2003.

Critical Accounting Policy

The preparation of financial statements in conftymiith generally accepted accounting principlesuiges estimates and assumptions
that affect the reported amounts of assets antlitied, revenues and expenses, and related diggeof contingent assets and liabilities in the
financial statements and accompanying notes. Tharies and Exchange Commission has defined a aayig critical accounting policies as
the policies that are most important to the podtay a company'’s financial condition and resulteperations and which require a company to
make its most difficult and subjective judgmentasBd on this definition, we have identified théical accounting policy below. Although we
believe that our estimates, assumptions and judggaea reasonable, they are based upon informatiaitable. Actual results may differ
significantly from these estimates under differasgumptions, judgments or conditions.

Amortization of DVD Library

We acquire DVDs from studios and distributors aitteough direct purchase or pursuant to revena€rs agreements. These revenue
sharing agreements enable us to obtain DVDs averlap-front cost than under traditional purchasarggements. We share a percentage of
the actual net revenues generated by the use @f\fls associated with each particular title witke 8tudios over a fixed period of time, which
is generally 12 months for each title. At the efithe revenue sharing period for each title, weehdne option of either returning the DVDs
associated with the title to the studio or purchg@siome or all of those DVDs.

We amortize the cost, less salvage value, of oubbtrary on a “sum-of-the-months” accelerated bawsier one year.

Under our revenue sharing agreements, we remipfiont payment to acquire DVDs from the studiosisTgayment includes a
contractually specified initial fixed license fdt is capitalized. Certain of these paymentsialdade a contractually specified prepayment of
future revenue sharing obligations that is clasdifas prepaid revenue sharing expense and is expassevenue sharing obligations are
incurred. The initial fixed license fee is amortizen a “sum-of-the-months” accelerated basis oneryear.
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We believe the use of an accelerated method ipppte because we normally experience heavy limienand for a title, which
subsides once initial demand has been satisfied.

Results of Operations

The following table sets forth, for the periodsgeeted, the line items in our statements of opEratas a percentage of total reven
The information contained in the table below shdwddead in conjunction with the Financial StatetaeNotes to Financial Statements, and
Management’s Discussion and Analysis of Financ@hdition and Results of Operations included in tuarterly report on Form 10-Q.

Three Months Six Months
Ended Ended

June 30 June 30 June 30 June 30

2002 2003 2002 2003
Revenues
Subscriptior 97.¢%  99.8% 98.2%  99.t%
Sales 2.1 0.2 1.8 0.4
Total revenue 100.( 100.( 100.( 100.(
Cost of revenues
Subscriptior 48.¢ 55.€ 48.¢ 54.¢
Sales 0.9 0.2 0.9 0.1
Total cost of revenue 49.¢ 55.¢ 49.7 54.¢
Gross profil 50.2 44.2 50.3 45.1
Operating expense
Fulfillment 13.5 11.2 13.F 11.4
Technology and developme 9.7 6.5 10.C 7.C
Marketing 22.2 15.¢ 23.¢ 19.t
General and administrati\ 4.5 3.2 4.4 3.7
Stoclk-based compensatic 6.7 2.7 5.2 3.4
Total operating expens: 56.4 39.7 57.C 45.C
Operating income (los: (6.2 4.t (6.7) 0.1
Other income (expense
Interest and other incon 0.8 0.¢ 0.5 0.¢
Interest and other expen (30.7) 0.2 (175 (0.2
Net income (loss (36.1)% 52% (23.9)% 0.8%
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Three and Six Months Ended June 30, 2003 Compared fThree and Six Months Ended June 30, 2002

Revenues
Three Months Ended Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentagt Percentagt

Change Change

(in thousands, except percentage:

Revenues
Subscriptior $ 35606 $ 63,07 77.1% $ 65,677 $ 118,35. 80.2%
Sales 752 11€ (84.¢) 1,21( 504 (58.9)
Total revenue: $ 36,36( $ 63,181 73.€ $ 66,887 $ 118,85¢ 77.7
Average paying subscribe 59¢ 1,05t 76.4 54C 97¢ 81.c
As of
June 30, 200 June 30, 200
Percentagt
Change

(in thousands, except percentage
Subscribers

Free subscribel 37 46 24.2%
Paid subscriber 63< 1,101 73.€
Total subscriber 67C 1,147 71.2

We derive substantially all our revenues from mbn#ubscription fees and recognize subscriptioeneres ratably during each
subscriber’'s monthly subscription period. From tifméime, we generate revenues from the sale &#exBVDs and recognize revenues from
the sale of used DVDs when the DVDs are shippedg@/erate all our revenues from the United States.

The growth in our subscription revenues was prilpaliiven by an increase in the average numbergfg subscribers, which went up
76.4% and 81.3% for the three and six months eddad 30, 2003, respectively. We believe the ineréathe number of subscribers was
caused by the continuing consumer adoption of DVdYqrs, increased consumer awareness of our seoticdigh levels of subscriber
satisfaction, and continuing improvements in ouvise. We expect to end the third quarter of 2008 total subscribers of 1,240,000 to
1,290,000, an increase of 8.1% to 12.5% from thellas of June 30, 2003.

Cost of Revenues, Gross Profit and Gross Margin

Cost of Revenues:
Three Months Ended Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentagt Percentagt

Change Change

(in thousands, except percentage
Cost of revenues

Subscriptior $ 17,77¢ $ 35,14¢ 97.1% $ 32,65 $ 65,07¢ 99.2%
Sales 31z 93 (70.9) 59¢ 172 (71.9)
Total cost of revenue $ 18,090 $ 35,24 94.¢ $ 3325( $ 65,24¢ 96.2

Cost of subscription revenues consists of revehaérgy costs, amortization of our DVD library, animation of intangible assets related
to equity investments issued to certain studiod,@stage and packaging related to shipping titlggying subscribers. Costs related to free
trial subscribers are allocated to marketing expen€ost of DVD sales includes salvage value anehtge sharing costs for used DVDs sold.

The increase in cost of subscription revenues webwable primarily to the following factors:

* Number of DVDs mailed to paying subscribers inceeb09.7% for the three months ended June 30, 20@8h was driven by
76.4% increase in average paying subscribers cowyith an 18.8% increase in disc usage per aveyagieg subscriber. Number of
DVDs mailed to paying subscribers increased 118@%he six months ended June 30, 2003, which wiaem by an 81.3% increa
in average paying subscribers coupled with a 20nt¥ease in disc usage per average paying subsc

» Postage and packaging costs increased by $7.®mdhd $14.1 million, representing a 109.4% and I%7ncrease, for the thr
and six months ended June 30, 2003, respectivalyificrease was primarily a result of the increéagbe number of DVDs maile



to paying subscriber
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» Revenue sharing costs increased by $5.0 milliongn@ million, representing a 72.9% and 72.6% iaseg for the three and ¢
months ended June 30, 2003, respectively. Thigaser was attributable primarily to the increasavierage paying subscribers and
the number of DVDs mailed to paying subscriberstigity offset by a modest decrease in the perggnts titles subject to revenue
sharing agreements mailed to paying subscril

» DVD amortization costs increased by $5.1 million &8.7 million, representing a 141.5% and 143.78&teiase, for the three and six
months ended June 30, 2003, respectively. Thedseresas primarily related to increased acquisitfonsur library during 2002 and
the first half of 2003

Amortization of intangibles remained mostly unchashdor the three and six months ended June 30, 2608the same prior-year
periods.

We anticipate cost of subscription revenues wit@ase in absolute dollars in the third quarte2Gff3 as the number of average paying
subscribers continues to grow.

Gross Profit and Gross Margin:
Three Months Ended Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200

(in thousands, except percentages)

Gross profil $ 18,26¢ $ 27,94¢ $ 33,637 $ 53,60¢
Gross margit 50.2% 44.2% 50.2% 45.1%

Gross margin decreased in the three and six memithad June 30, 2003 due primarily to a higher peage of DVD amortization costs
as a result of increased acquisitions for our figraoupled with a higher percentage of postagepauttaging costs as a result of an increase in
disc usage per average paying subscriber. A podtidiis increased disc usage was attributablegamew software algorithms and procedures
we introduced during the first quarter of 2003 thialhanced local delivery of available DVDs to aubbscribers. If subscribers increase their
usage or select titles that are more expensivequoige, our expenses would increase, and our gnasgin could be adversely affected. We
expect our gross margin to be in the range of 42%#1£6 in the third quarter of 2003.

Operating Expenses

Fulfillment:
Three Months Ended Six Months Ended
June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentag Percentag
Change Change
(in thousands, except percentage
Fulfillment $ 4854 $ 7,221 48.6% $ 9,00¢ $ 13,60 51.(%
As a percentage of revent 13.2% 11.4% 13.5% 11.4%

Fulfillment expense represents those expensesredim operating and staffing our distribution augtomer service centers, including
costs attributable to receiving, inspecting, andelvausing our library. Fulfillment expense alsdudes credit card fees and other collection-
related expenses. As we continue to expand amkrefir fulfilment operations, we may see an insegia disc usage by our subscribers. If our
subscriber retention does not increase or our tipgranargins do not improve to the extent necesgapjfset the effect of increased fulfillme
expenses, our operating results will be adversiébgtzd.

Fulfillment expense increased during the threesixanonths ended June 30, 2003 primarily as atre$aln increase in the overall
volume of activities in our fulfillment operationis addition, credit card fees increased $0.8 onlland $1.5 million for the three and six
months ended June 30, 2003, respectively, due tocagase in subscriptions. As a percentage ofrmes® fulfillment expense decreased du
the three and six months ended June 30, 2003 plynaara result of a combination of an increasiegenue base and improvements in our
fulfillment productivity due to our continuous effe to refine and streamline our fulfillment opésas. The rate of improvement in our
fulfillment productivity may decrease in future jmats as we reach diminishing marginal returns @nréiinements and streamlining efforts to
our operations. We expect fulfilment expense widrease in absolute dollars in the third quarfe2d®3 as we continue to expand and refine
our operations to improve our delivery service arudir higher credit card fees due to our subscrijsewth.
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Technology and Development:

Three Months Ended Six Months Ended
June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentagt Percentagt
Change Change
(in thousands, except percentages)
Technology and developme $ 3,51¢ $ 4,120 17.2% $  6,69¢ $ 8,30¢ 24.(%
As a percentage of revent 9.7% 6.5% 10.(% 7.C%

Technology and development expense consists obppayrd other expenses related to testing, maimgiand modifying our website, ¢
recommendation service, telecommunications systgrdsnfrastructure, and other internal-use softvegstems. Technology and development
expense also includes depreciation of the comfhatetware and capitalized software we use to rum@lnsite and store our data. We
continuously research and test a variety of paaéitiprovements to our internal hardware and saftvegstems in an effort to improve our
productivity and enhance our subscribers’ expegenc

Technology and development expense increased dilminthree and six months ended June 30, 2003 plynaa a result of an increase
personnel costs, offset by a modest decrease meciafion. As a percentage of revenues, technadoglydevelopment expenses decreased
during the three and six months ended June 30, gftarily due to an increase in revenue base Hialemcy improvements in our systems
infrastructure. We expect technology and develogragpense will increase in absolute dollars intttiel quarter of 2003 as we continue to
invest in technology and improvements to our webaitd internal-use software.

Marketing:
Three Months Ended Six Months Ended
June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentagt Percentagt
Change Change
(in thousands, except percentages and subscribercgsition cost)

Marketing $ 8,054 $ 9,95i 23.% $ 15,99 $ 23,16¢ 44.&%
As a percentage of revent 22.2% 15.8% 23.% 19.5%
New trial subscriber 23€ 327 38.¢ 54¢ 744 35.¢
Subscriber acquisition co $ 34.1: $ 30.4¢ (10.§) $ 29.1¢ $ 31.1: 6.7
Subscriber chur 6.7% 5.6% 6.9% 5.7%

Marketing expense consists of marketing expenditarel other promotional activities, including rewversharing costs, postage and
packaging costs, and library amortization cosiated to free trial periods. Subscriber acquisitiost is defined as marketing expense divided
by the total number of new trial subscribers dutimg period. Subscriber churn is calculated as mathippercentage equal to a quotient, the
numerator of which is the sum of the previous pEs@nding subscribers plus the current periodis tr&al subscribers minus the ending
subscribers for the current period, and the denatoirof which is the sum of the previous periodigliag subscribers plus the current period’s
new trial subscribers, and then dividing the rebulthree for the three-month period.

For the three months ended June 30, 2003, theaiseri@ marketing expense was attributable priméwily 38.6% increase in the number
of new trial subscribers, partially offset by a dexse in the marketing cost per acquired subscriber decrease in the subscriber acquisition
cost was due primarily to an increase in new giddscribers resulting from “word-of-mouth,” as wesdl costs related to marketing programs
and marketing staff and other costs increasing ordgerately in absolute dollars but declining greaacquired subscriber basis due to the
large increase in new trial subscribers. For tkergnths ended June 30, 2003, the increase in tigkexpense was attributable primarily to
35.8% increase in the number of new trial subscsibepupled with an increase in the marketing pestacquired subscriber. The increase in
the subscriber acquisition cost was due primadilintreases in the pay-for-performance paymentedoh new subscriber referred to us, offset
by lower marketing staff and other costs on a pguaed subscriber basis. As a percentage of resgmarketing expenses decreased slightly
for the three and six months ended June 30, 2088pdmarily to an increase in revenues. We experketing expense will increase in
absolute dollars in the third quarter of 2003 assailt of the overall growth in our subscriber basd higher expenses associated with free trial
offers and other subscriber acquisition arrangeméntaddition, we expect the subscriber acquisitiost to be in the range of $31 to $34, and
the subscriber churn to be in the range of 5.3%8&8&0, in the third quarter of 2003.

General and Administrative:
Three Months Ended Six Months Ended

June 30, 200 June 30, 200 June 30, 200 June 30, 200
Percentagt Percentagt

Change Change

(in thousands, except percentage:
General and Administrativ $ 1,63¢ $ 2,09 27.€% $ 2,947 $ 4,341 47.2%
As a percentage of revent 4.5% 3.2% 4.4% 3. 7%
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General and administrative expense consists ofoflamd related expenses for executive, financetest acquisition, and administrative
personnel, as well as external professional fedso#imer general corporate expenses.

The increase in general and administrative expeiosdbe three and six months ended June 30, 2@G3attributable primarily to an
increase in the number of personnel to supporirmueasing subscriber base, as well as increasedtalis and officers insurance and property
insurance costs, and additional professional feelsding accounting and public filing fees. As agamtage of revenues, general and
administrative expenses decreased for the thresiamdonths ended June 30, 2003 due primarily tmearease in revenues. We expect general
and administrative expense will increase in absddiailars in the third quarter of 2003 as we cargito invest in the infrastructure to support
our business.

Stock-Based Compensation:

Three Months Ended Six Months Ended
June 30, 200 June 30, 200 June 30, 200; June 30, 200
Percentagt Percentagt
Change Change
(in thousands, except percentages)
Stock-based compensatic $ 2,43 $ 1,70¢ (29.9% $ 3,49 $ 4,11C 17.7%
As a percentage of revent 6.7% 2.1% 5.2% 3.4%

During the second quarter of 2003, we adopteddhesélue recognition provisions of SFAS No. 128 amended by SFAS No. 148, for
stock-based employee compensation. We electedoly e retroactive restatement method under SFASIM8 and all prior periods
presented have been restated to reflect the compi@mgosts that would have been recognized hatathealue recognition provisions of
SFAS No. 123 been applied to all awards grantesriployees.

Stock-based compensation decreased during therttorths ended June 30, 2003 due primarily to agighmber of options granted in
the first quarter of 2002 and prior periods andutikzation of the accelerated method of amort@atcausing the amortization in the second
guarter of 2002 to be higher than the second quaft2003. Stock-based compensation increaseckisithmonths ended June 30, 2003
primarily as a result of higher amortization of tempensation expense of shares issued under quioysa stock purchase plan, partially
offset by lower amortization of the compensatiopense of options granted. As a percentage of regstiock-based compensation declined
during the three and six months ended June 30, @00%rimarily to an increase in revenues.

Other Income (Expense)
Interest and Other Incom:

Three Months Ended Six Months Ended
Percentagt June 30, 200 Percentagt
June 30, 2002 June 30, 2003 Change June 30, 2002 Change
(in thousands, except percentages)
Interest and other incon $ 27t $ 56C 103.¢%  $ 34¢  $ 1,141 226.%%
As a percentage of revent 0.8% 0.%% 0.5% 0.9%

Interest and other income consist primarily of iagt earned on our cash and cash equivalents antdtstm investments.

The increase in interest and other income durieghinee and six months ended June 30, 2003 wasifisrattributable to higher interest
income earned on an increase in cash and cashadégntiv and short-term investments, due primarihéoproceeds from our initial public
offering in May 2002.

Interest and Other Expense:

Three Months Ended Six Months Ended
June 30, 200 June 30, 200
Percentage Percentag
June 30, 2003 Change June 30, 2003 Change
(in thousands, except percentages)
Interest and other expen $ 11,16: $ 95 99.% $ 11,69 $ 28¢€ (97.60%
As a percentage of revent 30.7% 0.2% 17.5% 0.2%

Interest and other expense consist primarily ariggt expense related to our interest-bearing atibigs.

For the three and six months ended June 30, 20@2¢est expense included a one-time charge of $tllidn associated with our early
repayment, resulting from the consummation of aitral public offering in May 2002, of all outstaing) indebtedness under our subordinated
promissory notes related to the acceleration ofitteeetion of the unamortized discount. Excludimg bne-time charge, interest and other
expense decreased during the three and six momdlesieJune 30, 2003 due
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primarily to a reduction in interest-bearing obtigas, some of which were repaid following our igitpublic offering in May 2002.

Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stock,
subordinated promissory notes, and our initial pubffering in May 2002. As of June 30, 2003, wel ltash and cash equivalents of $71.2
million and short-term investments of $45.1 milliéxithough we currently anticipate that the proce&dm our initial public offering, together
with our available funds and cash flow from opemasi, will be sufficient to meet our cash needsHierforeseeable future, we may require or
elect to obtain additional financing. Our abilitydbtain financing will depend on, among other g¢isinour development efforts, business plans,
operating performance, and condition of the capitatkets at the time we seek financing. We cansstir@ you that additional financing will
be available to us on favorable terms when requibedt all. If we raise additional funds througle issuance of equity, equity-linked or debt
securities, those securities may have rights, peatees, or privileges senior to the rights of ammmon stock, and our stockholders may
experience dilution.

For the six months ended June 30, 2003, net casfided by operating activities increased 149.3%36.4 million from $14.6 million in
the same prior-year period. This increase wasattble primarily to a net income of $0.9 milliar the current six-month period as compared
to a net loss of $15.8 million in the same prioatyperiod, a $9.1 million increase in amortizatdfrour DVD library as a result of increased
purchases during 2002 and the first half of 2008, @ $6.4 million change in operating assets atiilliies as a result of the overall increase in
business volumes. The increase in net cash protidegberating activities was partially offset bgecrease of $11.2 million of non-cash
interest expense in the current six-month peridus Tecrease was primarily attributable to a onetinterest expense of $10.7 million related
to debt retirement incurred during the six monthdezl June 30, 2002.

For the six months ended June 30, 2003, net cashinsnvesting activities decreased 46.7% to $#7ldon from $51.4 million in the
same prior-year period. This decrease was atttibeifarimarily to $0.7 million of purchases of shtetm investments in the current six-month
period as compared to $42.1 million of purchaseh wiportion of the proceeds from our initial peldifering in the same prior-year period.
The decrease was partially offset by a $15.9 mniliicrease in acquisitions of property and equipraed DVDs to support our growing
business during the six months ended June 30, 2003.

For the six months ended June 30, 2003, net casfided by financing activities decreased 96.6%2at $nillion from $70.4 million in
the same prior-year period. This decrease wadataile to $3.0 million of proceeds generated ftbenissuance of common stock in the
current six-month period as compared to $86.5 omlbf proceeds primarily from our initial publicfefing in the same prioyear period, offse
by $0.7 million of repayment of notes payable aapitl lease obligations in the current six-monghigd as compared to $16.1 million in the
same prior-year period.

Recent Accounting Pronouncements

In November 2002, the EITF reached a consensussue [0-16, Accounting by a Reseller for Cash ConsiderationdRexx from ¢
Vendor,addressing the accounting of cash consideraticived by a customer from a vendor, including vendbates and refunds. The
consensus states that consideration received sheyddesumed to be a reduction of the prices oféimelor’s products or services and should
therefore be shown as a reduction of cost of sal#e income statement of the customer. The prpiomcould be overcome if the vendor
receives an identifiable benefit in exchange ferdbnsideration or the consideration represengingursement of a specific incremental
identifiable cost incurred by the customer in sgllthe vendor’s product or service. If one of theseditions is met, the cash consideration
should be characterized as a reduction of thogs aothe income statement of the customer. The@wsus also concludes that if rebates or
refunds can be reasonably estimated, such rebatefuads should be recognized as a reductioneo€tist of sales based on a systematic and
rational allocation of the consideration to be reed relative to the transactions that mark theypess of the customer towards earning the
rebate or refund. The provisions of this Consefsasot expected to have a material effect onioantial position or operating results.

In November 2002, the EITF reached a consensussue I00-21Revenue Arrangements with Multiple Deliverabladdressing how to
account for arrangements that involve the deliarperformance of multiple products, services, andfhts to use assets. Revenue
arrangements with multiple deliverables are divided separate units of accounting if the delivégabn the arrangement meet the following
criteria: (1) the delivered item has value to thetomer on a standalone basis; (2) there is obgatid reliable evidence of the fair value of
undelivered items; and (3) delivery of any undekgkitem is probable. Arrangement consideratiorukhbe allocated among the separate 1
of accounting based on their relative fair valweith the amount allocated to the delivered itermfdimited to the amount that is not
contingent on the delivery of additional items ageting other specified performance conditions. flited consensus will be applicable to
agreements entered into in fiscal
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periods beginning after June 15, 2003, with eadlypdion permitted. The provisions of this Conseremasnot expected to have a material el
on our financial position or operating results.

In January 2003, the FASB issued Interpretation4oConsolidation of Variable Interest Entities, andrretation of ARB No. 51This
Interpretation addresses the consolidation by lessienterprises of variable interest entities inetkin the Interpretation. The Interpretation
applies immediately to variable interests in vadgdhterest entities created after January 31, 2B6Bpublic enterprises with a variable interest
in a variable interest entity created before Fetyrda2003, the Interpretation is applied to theegorise no later than the beginning of the first
interim or annual reporting period beginning aftene 15, 2003. The application of this Interpretats not expected to have a material effect
on our financial statements.

In April 2003, the FASB issued SFAS No. 148nendment of Statement 133 on Derivative Instrusreamd Hedging Activitiesyhich
amends and clarifies accounting for derivativerinsients, including certain derivative instrumentgedded in other contracts and for hed
activities under SFAS No. 138ccounting for Derivative Instruments and Hedgirgjivities. SFAS No. 149 is generally effective for
derivative instruments, including derivative instrents embedded in certain contracts, entered imaodified after June 30, 2003, and for
hedging relationships designated after June 3(8.28@& do not expect the adoption of SFAS No. 148aee a material impact on our opera
results or financial condition.

In May 2003, the FASB issued SFAS No. 1B8¢counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity, which provides guidance for how an issuer cléssiéind measures certain financial instruments ghittracteristics of both liabilities
and equity. SFAS No. 150 is effective for finandredtruments entered into or modified after May 2003, and otherwise is effective at the
beginning of the first interim period beginningeafiune 15, 2003. We do not expect the adopti@FafS No. 150 to have a material impac
our operating results or financial condition.

Item 3. Quantitative and Qualitative Disclosures About Maket Risk

The primary objective of our investment activitiedo preserve principal, while at the same tim&imé&ing income we receive frol
investments without significantly increased riskn® of the securities we invest in may be subjectarket risk. This means that a change in
prevailing interest rates may cause the principadant of the investment to fluctuate. For examiflee hold a security that was issued with a
fixed interest rate at the then-prevailing rate #redprevailing interest rate later rises, the gatiour investment will decline. To minimize this
risk in the future, we intend to maintain our politf of cash equivalents and short-term investmamégsvariety of securities. Our cash
equivalents are generally invested in money médtkeds, which are not subject to market risk becdlisenterest paid on such funds fluctuates
with the prevailing interest rate. We intend toitithe percentage invested in short-term investsi@ho more than fifty percent of the
combined fair value of cash equivalents and stesrtrinvestments. We also intend to limit the averdgration on our short-term investments
to fewer than three years.

All short-term investments are invested in the Maard Short-Term Bond Index Fund — Admiral Sharks (Fund”). The target index fc
the Fund, the Lehman Brothers 1-5 Year Governmenp@ate Bond Index, is comprised of U.S. Treasumy agency securities and
investment-grade corporate bonds with maturitiea/éen one and five years. As of June 30, 2003¢cadilsg unrealized gains and fair market
value of our short-term investments were $43,765,82,331,000 and $45,096,000, respectively.

Item 4 . Controls and Procedures

Our management, with the participation of our Cleigécutive Officer and Chief Financial Officer, &vated the effectiveness of ¢
disclosure controls and procedures (as definedile R3a-15(e) of the Exchange Act) as of the entt@feriod covered by this report. Based
on that evaluation, our Chief Executive Officer aluief Financial Officer concluded that our discles controls and procedures as of the end
of the period covered by this report were effectivensuring that information required to be diseld by us in reports that we file or submit
under the Exchange Act is recorded, processed, suized and reported within the time periods spedifn the Securities and Exchange
Commission’s rules and forms. We believe that grobsystem, no matter how well designed and operatannot provide absolute assurance
that the objectives of the control system are @ed, no evaluation of controls can provide absasgirance that all control issues and
instances of fraud, if any, within a company hagerbdetected.

There was no change in our internal control ovearicial reporting (as defined in Rule 13a-15(f)haf Exchange Act) that occurred
during the period covered by this report that hasemially affected, or is reasonably likely to miahy affect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings
We are not a party to any material legal proceesding

Item 2. Changes in Securities and Use of Proceeds
(d) Use of Proceed

We continue to maintain approximately $42.1 millafrthe net proceeds from our initial public offegiin short-term investments and
$29.9 million in cash and cash equivalents.

Item 4 . Submission of Matters to a Vote of Security Holds
Our Annual Meeting of Stockholders was held on M8y 2003. The following three proposals were adbptethe margins indicated:
1. Election of two Class | directors to hold officetiithe 2006 Annual Meeting of Stockholde

Number of Shares

Nominees For Withheld
Richard Bartor 20,934,37 51,34
A. Robert Pisani 17,898,07 3,087,64

In addition, the following individuals continued be directors following the Annual Meeting of Stbokders: Timothy Haley, Reed
Hastings, Jay Hoag, Michael Ramsay, and Michaels.ch

2. Ratification of the appointment of KPMG LLP as ipgadent auditors for the year ending December G03:

Number of Shares

Abstain

For Against Broker Non-Votes

20,917,25 64,30 4,16¢ 0

3. Amendment of our certificate of incorporation taluee the number of shares of capital stock we hatigorized to issue frol
160,000,000 (150,000,000 shares of common stocK @ya®0,000 shares of preferred stock), par valu@di, to 90,000,000
(80,000,000 shares of common stock and 10,000 Jo@@s of preferred stock), par value $0.(

Number of Shares

Against

For Abstain Broker Non-Votes

20,954,84. 5,08¢ 25,78¢ 0
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Item 6 . Exhibits and Reports on Form 8-K

(a) Exhibits:

Exhibit
Number Description

3.1 Amended and Restated Certificate of Incorporatjbh

3.2 Amended and Restated Bylaws.

3.3 Certificate of Amendment to the Amended and Redt@ertificate of Incorporatior

4.1 Form of Common Stock Certificate. (
10.1 Form of Indemnification Agreement with each of fRegistrar’s Executive Officers and Directors. |
10.2 2002 Employee Stock Purchase Plan.
10.3 Amended and Restated 1997 Stock Plan
10.4 2002 Stock Plan. (i
10.5 Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.
10.6 Office Lease dated October 27, 2000 with BR3 Pastr(®)
10.7 Letter Agreement dated August 11, 1999 with Lin-Recp Old Oakland Opco, LLC; First Amendment to leeAgreemen

dated December 3, 1999; Second Amendment to Legmsefkent dated January 4, 2000; Third Amendmeln¢ése
Agreement dated June 12, 2001 with Joseph Scally.

10.8 Offer Letter dated April 19, 1999 with W. Barry Maghy, Jr. (11

10.9 Offer Letter dated March 25, 1999 with Tom Dillda2)

10.10 Offer Letter dated March 13, 2000 with Leslie Jgire. (13)

10.11 Letter Agreement dated May 1, 2000 with Columbiisiar Home Entertainment, Inc. (1

10.12 Revenue Sharing Output License Terms with Warnenélideo. (15

10.13 Form of Subordinated Promissory Note date July2001. (16)

10.14 Strategic Marketing Agreement with Best Buy Cog; IRirst Amendment to Strategic Marketing Agreemé¢ht)
31.1 Section 302 Certifications of Chief Executive Offiand Chief Financial Office

32.1 Section 906 Certifications of Chief Executive Offiand Chief Financial Office

(1) Incorporated by reference to Exhibit 3.1 of ourrgerdy report on Form 10-Q filed with the Securitiend Exchange Commission on
August 14, 2002

(2) Incorporated by reference to Exhibit 3.4 of ourisegtion statement on Form S-1 filed with the S#ims and Exchange Commission on
April 16, 2002.

(3) Incorporated by reference to Exhibit 4.1 of ourisegtion statement on Forn-1 filed with the Securities and Exchange Commissio
April 16, 2002.

(4) Incorporated by reference to Exhibit 10.1 of ogistration statement on Forn-1 filed with the Securities and Exchange Commissio
March 20, 2002

(5) Incorporated by reference to Exhibit 10.2 of owgistration statement on FormiSfiled with the Securities and Exchange Commissio
March 6, 2002

(6) Incorporated by reference to Exhibit 10.3 of owgistration statement on FormISfiled with the Securities and Exchange Commissio
May 16, 2002
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(7)

(8)

9)

(10)
(11)
(12)
(13)
(14)
(15)
(16)

17)

Incorporated by reference to Exhibit 10.4 of owgiseration statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.5 of owis&ration statement on Form1Sfiled with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.7 of owgiseration statement on Form1Sfiled with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.8 of owgiseration statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.9 of owis&ation statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theuities and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with theuBiies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.12 of agistration statement on Forr-1 filed with the Securities and Exchange Commis
on May 20, 2002. The registrant has been grantefidemtial treatment on portions of this exhil

Incorporated by reference to Exhibit 10.13 of agistration statement on Forr-1 filed with the Securities and Exchange Commis
on May 20, 2002. The registrant has been grantefidemtial treatment on portions of this exhil

Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theusiies and Exchange Commission
on May 20, 2002

Incorporated by reference to Exhibit 10.14 and BiHi0.15 of our quarterly report on Form-Q filed with the Securities and Exchar
Commission on November 14, 2002. The registrantleas granted confidential treatment on portionthesge exhibits

(b) Reports on Form 8-K:
On April 17, 2003, we furnished a current reportcamm ¢-K under Item 12 regarding the announcement of imantial results for th

guarter ended March 31, 2003 and included a coplyeopress release under Item 7.
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SIGNATURES

In accordance with the requirements of the Seegrlixchange Act of 1934, the registrant has catlsgdeport to be signed on its behalf
by the undersigned, thereunto duly authorized.

N ETFLIX , | NC.

Dated: July 30, 2003 By: /s/  ReeDH ASTINGS

Reed Hastings
Chief Executive Office

Dated: July 30, 2003 By: /sl BARRY M c C ARTHY

Barry McCarthy
Chief Financial Officer
(Principal financial and accounting office
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EXHIBIT INDEX

Exhibit
Number Description

3.1 Amended and Restated Certificate of Incorporatjbh

3.2 Amended and Restated Bylaws.

3.3 Certificate of Amendment to the Amended and Redt&ertificate of Incorporatior

4.1 Form of Common Stock Certificate. (
10.1 Form of Indemnification Agreement with each of Registrar’s Executive Officers and Directors. |
10.2 2002 Employee Stock Purchase Plan.
10.3 Amended and Restated 1997 Stock Plan
10.4 2002 Stock Plan. (i
10.5 Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.
10.6 Office Lease dated October 27, 2000 with BR3 Pastr(8)
10.7 Letter Agreement dated August 11, 1999 with Lin-Recp Old Oakland Opco, LLC; First Amendment to leecAgreemen

dated December 3, 1999; Second Amendment to LegsseAient dated January 4, 2000; Third Amendmeln¢ase
Agreement dated June 12, 2001 with Joseph Scally.

10.8 Offer Letter dated April 19, 1999 with W. Barry Mafthy, Jr. (11
10.9 Offer Letter dated March 25, 1999 with Tom Dillda2)
10.10 Offer Letter dated March 13, 2000 with Leslie Jgiére. (13)
10.11 Letter Agreement dated May 1, 2000 with Columbigsar Home Entertainment, Inc. (1
10.12 Revenue Sharing Output License Terms with Warnanél¥ideo. (15
10.13 Form of Subordinated Promissory Note date July2001. (16)
10.14 Strategic Marketing Agreement with Best Buy Cog; IRirst Amendment to Strategic Marketing Agreeméht)
311 Section 302 Certifications of Chief Executive Offiand Chief Financial Office
32.1 Section 906 Certifications of Chief Executive Offiand Chief Financial Office

(1) Incorporated by reference to Exhibit 3.1 of ourrerdy report on Form 10-Q filed with the Securdtiend Exchange Commission on
August 14, 2002

(2) Incorporated by reference to Exhibit 3.4 of ourisagtion statement on Forn-1 filed with the Securities and Exchange Commissio
April 16, 2002.

(3) Incorporated by reference to Exhibit 4.1 of ourisergtion statement on Forn-1 filed with the Securities and Exchange Commissio
April 16, 2002.

(4) Incorporated by reference to Exhibit 10.1 of owgistration statement on FormiSfiled with the Securities and Exchange Commissio
March 20, 2002

(5) Incorporated by reference to Exhibit 10.2 of ogistration statement on FormiSfiled with the Securities and Exchange Commissio
March 6, 2002

(6) Incorporated by reference to Exhibit 10.3 of owgistration statement on Forn-1 filed with the Securities and Exchange Commissio
May 16, 2002

25



Table of Contents

(7)

(8)

9)

(10)
(11)
(12)
(13)
(14)
(15)
(16)

17)

Incorporated by reference to Exhibit 10.4 of owgiseration statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.5 of owis&ration statement on Form1Sfiled with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.7 of owgiseration statement on Form1Sfiled with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.8 of owgiseration statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.9 of owis&ation statement on Forn-1 filed with the Securities and Exchange Commissio
March 6, 2002

Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theuities and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with theuBiies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.12 of agistration statement on Forr-1 filed with the Securities and Exchange Commis
on May 20, 2002. The registrant has been grantefidemtial treatment on portions of this exhil

Incorporated by reference to Exhibit 10.13 of agistration statement on Forr-1 filed with the Securities and Exchange Commis
on May 20, 2002. The registrant has been grantefidemtial treatment on portions of this exhil

Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theusiies and Exchange Commission
on May 20, 2002

Incorporated by reference to Exhibit 10.14 and BiHi0.15 of our quarterly report on Form-Q filed with the Securities and Exchar
Commission on November 14, 2002. The registrantleas granted confidential treatment on portionthesge exhibits
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Exhibit 3.3

CERTIFICATE OF AMENDMENT TO THE
AMENDED AND RESTATED CERTIFICATE OF INCORPORATION O F
NETFLIX, INC.
A Delaware corporation

Netflix, Inc., a corporation organized and existingder and by virtue of the General Corporation lodithe State of Delaware (the
“General Corporation Law") (the “corporation”) hesecertifies as follows:

1. That this corporation was originally incorpoxhten August 29, 1997 under the name Kibble, Ingrspant to the General Corporation
Law.

2. That the Amended and Restated Certificate afrfparation was filed with the Delaware Secretargtidte on May 29, 2002.

3. Pursuant to Sections 242 and 228 of the Gefengdoration Law, the amendment herein set forthtlees duly approved by the Board
of Directors and stockholders of Netflix, Inc.

4. The second sentence of the first paragraph ofIBRE 1V of the Amended and Restated Certificate of Incafion is hereby
amended to read as follows:

The total number of shares which the corporatiail $tave authority to issue is 90,000,000 congjstih80,000,000 shares of comnr
stock and 10,000,000 shares of preferred stockyadae $0.001 per share.

IN WITNESS WHEREOF, said corporation has causesi¢hitificate of amendment to the Certificate offi@wation to be executed by
President and Chief Executive Officer this/@@ay of May, 2003.

N ETFLIX , | NC.

By: /s|  REEDH ASTINGS

Reed Hasting
President and Chief Executive Offic



Exhibit 31.1
SECTION 302 CERTIFICATIONS OF CHIEF EXECUTIVE OFFIC ER AND CHIEF FINANCIAL OFFICER

I, Reed Hastings, certify that:
1. | have reviewed this quarterly report on Forr-Q of Netflix, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amnéitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))3¢r the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntad report our conclusior
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

(c) Disclosed in this report any change in thestgn’s internal control over financial reporting thatooed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(a) All significant deficiencies and material weakgses in the design or operation of internal cootrer financial reporting whic
are reasonably likely to adversely affect the regig’s ability to record, process, summarize apubrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Dated: July 30, 200 By: /s/  ReeDH ASTINGS

Reed Hastings
Chief Executive Office



I, Barry McCarthy, certify that:
1. | have reviewed this quarterly report on FormQ@0f Netflix, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))3¢r the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presentttsi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

(c) Disclosed in this report any change in thesegnt's internal control over financial reportitigit occurred during the registrant’
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakges in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqmbrt financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a sigmiifiole in the registre’s
internal control over financial reporting.

Dated: July 30, 200 By: /s/  BARRY M c C ARTHY

Barry McCarthy
Chief Financial Office



Exhibit 32.1
SECTION 906 CERTIFICATIONS OF CHIEF EXECUTIVE OFFIC ER AND CHIEF FINANCIAL OFFICER

I, Reed Hastings, certify, pursuant to 18 U.S.QtiSa 1350, as adopted pursuant to Section 906eoSarbanes-Oxley Act of 2002, that the
quarterly report on Form 1Q-of Netflix, Inc. for the quarterly period endash& 30, 2003 fully complies with the requiremerftSection 13(a
or 15(d) of the Securities Exchange Act of 1934 thvad information contained in such quarterly reéfairly presents in all material respects
financial condition and results of operations otflibe Inc.

A signed original of this written statement reqditey Section 906 has been provided to Netflix, Brad will be retained by Netflix, Inc. and
furnished to the Securities and Exchange Commissiats staff upon request.

Dated: July 30, 200 By: /s/  ReeDH ASTINGS

Reed Hastings
Chief Executive Office

I, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@ttecbarbanes-Oxley Act of 2002, that the
quarterly report on Form 1Q-of Netflix, Inc. for the quarterly period endagh& 30, 2003 fully complies with the requiremerftSection 13(a
or 15(d) of the Securities Exchange Act of 1934 thrad information contained in such quarterly regairly presents in all material respects
financial condition and results of operations otflibe Inc.

A signed original of this written statement reqdil®y Section 906 has been provided to Netflix, Brad will be retained by Netflix, Inc. and
furnished to the Securities and Exchange Commissiots staff upon request.

Dated: July 30, 2003 By: /s/  BARRY M c C ARTHY

Barry McCarthy
Chief Financial Office



